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A controller discusses the functions of 
controllership, and illustrates his analysis by reference to 
the Ford Division of the Ford Motor Company. 


| The Controller’s Responsibility 


to Management 


N these days of a rapidly changing inter- 
national situation, a confused domestic 

economic outlook, defense production prob- 
lems, material shortages, and price control 
regulations, controllers find themselves faced 
with a well-nigh inexhaustible supply of speci- 
fic problems. These matters are of such press- 
ing importance that we are tempted to give 
them our full attention in a discussion of con- 
trollership problems. However, there is a more 
fundamental problem which must be satisfac- 
torily solved before we can deal effectively with 
these particular matters. I have in mind the 
broad, perennial problem of building a con- 
trollership organization which is used as an 
effective tool of management. If this major 
problem is solved, the task of meeting such 
day-to-day problems as current economic 
changes, price control, renegotiation, and so 
on, becomes a great deal easier. On the other 
hand, it is next to impossible to deal with 
such problems effectively if the controller’s 
organization is not part of the management 
group. 

The development of a program for dis- 
charging the controller’s responsibility to man- 
agement is, perhaps, the most difficult, as well 
as the most important single problem faced 
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by most controllers. In every company the con- 
troller has the responsibility for developing a 
satisfactory system of historical financial re- 
porting and a sound system of internal control. 
This has been a long-standing and well-recog- 
nized responsibility, and we have generally 
developed satisfactory techniques for diagnos- 
ing problems and arriving at solutions in this 
area, The responsibility of the controller as a 
financial adviser to management is newer, how- 
ever; the techniques and diagnoses are less well 
refined; and the development of sound con- 
clusions as to the best method of operation is 
currently more a matter of art than science. 
The recognition of the controller as a mem- 
ber of management did not come about be- 
cause controllers’ organizations aggressively 
urged such a development. It has occurred be- 
cause there is no other satisfactory substitute 
which could keep management adequately in- 
formed. Obviously, it is impossible to review 
the operations of a complex industrial enter- 
prise in terms of so many people, machines, 
floor space, or units of product. Management 
is vitally interested in these physical facts, but 
it can never assimilate this mass of informa- 
tion without converting it to a basis that has 
some common denominator. The financial 
organization supplies this common denomina- 
tor by expressing such facts in terms of their 
effect on the financial position of the business. 
The great value of accounting lies in the 
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fact that it can take such diverse and complex 
factors as plant and equipment, raw materials, 
employee relations, and customer reaction to 
the product; measure their relative impor- 
tance, and present a composite picture of their 
aggregate effect. The decision to make or buy 
specific products, the introduction of auto- 
matic equipment, the acquisition of a new 
plant, and similar judgments ordinarily can 
only be made after their effect on profits has 
been measured. Management has come to re- 
cognize, to an increasing degree, that the con- 
troller’s organization must play a leading part 
in furnishing analyses that are required in 
formulating sound answers to such questions. 
It is one thing to acquire responsibilities 
and quite another thing to develop programs 
for coping with those responsibilities. As ac- 
countants, we have developed reasonably pre- 
cise techniques for analyzing the adequacy of 
our systems of historical recording. We have 
made much less progress, it seems to me, in 
developing techniques for analyzing the ade- 
quacy of the system through which we furnish 
fundmental financial information to manage- 
ment. It is not enough to develop a system 
which adequately protects the present re- 
sources of the enterprise. We must also enquire 
into the financial safeguards or controls that 
should surround the broader problems en- 
countered in the formulation of management 
decisions or the establishment of management 
policies. 
Controllership and Internal Control 


It is, at times, disturbing to see the amount 
of attention that we give to the development 
of internal control questionnaires and the time 
devoted to the analysis of these questionnaires 
by public accountants, internal auditors, and 
controllers. We too often find considerable 
time devoted to such analyses with little or 
no attention given to the financial control sys- 
tem itself. The internal control system that 
is established to protect the revenues of a 
company can serve as an example that points 
up the fundamental character of the problem 
involved..We can determine. with reasonable 
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accuracy whether a system exists for assuring 
that all sales are billed, correct prices are 
charged, and the proceeds of sale are collected, 
However, such analyses deal with only a seg- 
ment of the problem of providing effective con- 
trol over revenues. It is equally important, 
and in most cases more important, to review 
the financial protection that was in operation 
at the time selling prices were set, when the 
mix of products was established, or when other 
decisions, which have a major effect on reve- 
nues, were made. We indeed have only piece- 
meal control if we develop a system to control 
the revenues which have been recorded in the 
accounts, but disregard the need for develop- 
ing a system that will help to control the 
principal factors that determine the amount 
of such revenues. A sound control system 
should give attention to all the factors that 
have a direct bearing on the revenues that 
could or should be collected, not just those 
factors which may be affected by clerical 
errors or fraud. 

The terms “financial control” and “internal 
control” are virtually inseparable. They blend 
into one another to such a degree that they 
cannot be isolated and discussed as wholly 
unrelated problems. Our interest in financial 
control stems from the fact that we, as mem- 
bers of the financial organization, have a re- 
sponsibility for devising methods that ade- 
quately protect the resources of our company. 
This clearly requires that we safeguard the 
financial interest of the company in the as- 
sets that will come into being in the future 
as a result of the operational plans that are 
being made today. 

The Committee on Auditing Procedure of 
the American Institute of Accountants, in the 
bulletin on internal control published in 1949, 
recognized the close relationship between a 
system of financial control and a system of in- 
ternal control. This publication includes in its 
description of the elements of a good system 
of internal control, the methods adopted by a 
business to “promote operational efficiency 
and encourage adherence to prescribed man- 
agerial policies.” In discussing the promotion 
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of operational efficiency, the Committee states 
that a public accountant should, in the course 
of his review, “determine the effectiveness 
of the organizational plan, division of respon- 
sibilities, and such special control procedures 
as budgetary controls, reports, analyses and 
cost systems . . .” The Committee suggests that 
pubiic accountants adopt this broader concept 
of internal control because they wil! then be 
in a position “to render broader services than 
those generally associated with his capacity 
as an independent reporter to stockholders . . .” 

Such an extension of the concept of internal 
control is undoubtedly desirable for the public 
accounting profession. For those in the field 
of private accounting, it is absolutely essen- 
tial. We cannot hope to build a financial 
organization that is an effective part of man- 
agement if we confine the analysis of our con- 
trol system to the bookkeeping or recording 
practices followed in the accounting depart- 
ment. We must give constant attention to the 
broader, and more important, problems of 
financial control that form the very reason 
for creating a financial system. 


Relation to Management 


In developing the financial reports or analy- 
ses that are needed for effective operational 
planning and managerial control, the control- 
ler must give the same careful attention to the 
managerial system under which he operates as 
he gives to the system for recording historical 
facts. He must review the management need 
for financial data and satisfy himself that the 
financial system answers those needs by giv- 
ing reasonable assurance to those making 
operating decisions that they have the relevant 
financial facts. 

It is important, however, to recognize that 
the financial organization does not exercise 
control over the operating segments of the 
business. The terms “controller,” “financial 
control,” and “internal control” are, unfortu- 
nately, misleading in this respect. The respon- 
sibility of the controller is to advise manage- 
ment as to the financial effect of past, present, 
or future management actions; not to control, 
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by veto power, the character of those actions. 
Adoption of a sound perspective in this area is 
of fundamental importance in approaching the 
broad aspects of the problem of financial con- 
trol. The effectiveness with which a control- 
ler’s office operates will be seriously impaired 
if the impression is created that the control- 
ler wishes to assume the responsibility for 
making basic operating decisions, in place of 
his responsibility for furnishing management 
the financial data required to make sound de- 
cisions. 

There is no simple list of specifications that 
will provide us with a ready appraisal of the 
quality of a system of financial control of the 
type we have described. There will be infinite 
variations between companies in their needs, 
just as there will be variations in the methods 
they employ to meet those needs. We can, 
however, describe a good system of control 
as a system that furnishes to each person who 


participates in transactions having direct finan- 


cial implications, all the relevant financial 
facts that are needed to permit him to dis- 
charge his respensibilities in a well-informed 
manner. This description is applicable whether 
we are talking about a production manager or 
an accounts payable clerk. The fundamental 
difference, from a control point of view, is 
that the production manager requires general 
information, such as operating cost data, bud- 
get performance reports, and detailed finan- 
cial analyses of special manufacturing prob- 
lems that may arise from time to time, where- 
as the needs of an accounts payable clerk for 
financial data may be confined to information 
found on purchase orders or receiving slips. 
In each case, we have an obligation to deter- 
mine the type of information that the individ- 
ual employee needs in order to discharge his re- 
sponsibilities in a manner that protects the 
company’s financial interests. And we must 
see to it that a system exists for furnishing 
him with such information. 


Requisites of a Control System 


_ A prime requisite, therefore, in an analysis 
of a system of financial control is an under- 


| 
| 
| 
4 


standing of the organizational responsibilities 
that exist within the company. Clarity of 
organizational responsibility is a sine qua non 
of an effective system of financial control. If 
we are to furnish adequate financial informa- 
tion to certain individuals, it is obviously 
necessary that we have a clear idea as to the 
responsibilities of such individuals. Any com- 
pany of substantial size that has no clearly 
defined pattern of organizational responsibili- 
ties is almost certain to have a poor system 
of financial control. It can scarcely be other- 
wise. Conversely, the existence of a clear or- 
ganizational pattern, while it does not assure 
the existence of a sound control system, does 
provide one of the most important tools needed 
in building such a system. 

As a second step, we must analyze our 
operating problems to determine the financial 
information that is required by each person 
to permit him to operate with maximum effec- 
tiveness. The controller must be able to dis- 
cern the critical operating decisions and must 
provide management with information as to 
the financial consequences of alternative cours- 
es of action. He must be sufficiently well ac- 
quainted with the operations of the business 
to identify these key points of decisions and to 
see that adequate financial data is made avail- 
able. He also has an obligation to see to it 
that the financial information is understood, 
properly interpreted, and given due considera- 
tion in the course of arriving at a decision. 
Clearly, the controller should not unilaterally 
determine the financial information which 
should be made available to management. He 
should assume the role of adviser or consul- 
tant and seek to develop a system that will be 
well suited to the individuality of the persons 
who must use the information. He can point 
out weaknesses in existing data or propose a 
more revealing form of presentation, but re- 
sponsible members of management cannot and 
should not be asked to look at financial facts 
in some fixed pattern that suits the finance 
organization. 

The third step in the development of a sys- 
tem of financial control is the translation of 
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the need for financial information into a sys- 
tem in which there are clearly assigned re- 
sponsibilities for furnishing the required in- 
formation to designated persons on a recurring 
basis. Of course this responsibility carries with 
it a need for reviewing the system periodically 
to be sure that it continues to be responsive 
to the needs of management in view of the 
changing environment that will face the par- 
ticular enterprise. 

It is difficult to discuss in detail the prob- 
lems that are likely to be encountered in put- 
ting such a concept of financial control into 
operation because the needs of individual busi- 
ness enterprises differ so greatly. Instead, it 
would perhaps be more helpful to examine the 
application of this concept to the operations 
of a specific organization. The Ford Division 
of the Ford Motor Company has been en- 
gaged in a re-examination of its financial con- 
trol system. The following pages contain a 
description of the general scope of that re- 
examination and the nature of some of the 
problems that we have encountered. 


The Ford Division of the Ford 
Motor Company 


The Ford Division is a separate division of 
the Ford Motor Company and is responsible 
for the design, manufacture and sale of Ford 
cars and trucks, as well as the procurement 
and sale of Ford service parts and accessories. 
The Division has been established as a sepa- 
rate branch of the Company with an indepen- 
dent profit responsibility and an operating 
staff equipped to perform all the functions 
customarily found in a separate business. It 
has fifteen assembly plants which manufacture 
cars and trucks, and approximately twenty- 
five locations which warehouse and sell Ford 
service parts and accessories. These operations 
are spread from Boston to Los Angeles and 
from Seattle to Jacksonville. In addition, we 
have logging and lumber operations, a chemical 
plant, and a glass manufacturing plant. 

The geographical dispersion of our plants 
has complicated our control problems, as has 
the variety of end products which the Division 


Michigan Business Revioh 


| 

( 

| 

| 

| 


| 


sells. In addition, we have been forced to build 
our contro! system from the ground up, since 
the Ford Motor Company does not have a 
long tradition of detailed financial controls 
which could be modified and adapted to the 
needs of management. 

Our task, however, has been greatly simpli- 
fied because of the progress that has been 
made in defining clearly the organizational re- 
sponsibilities of the various components of the 
Division. Detailed organization charts have 
been prepared and they have been accom- 
panied by statements of function that permit 
a pinpointing of the responsibilities of the 
different offices and departments within the 
Division. Moreover, an Organization Depart- 
ment has been set up as part of the General 
Manager’s Office to maintain the description 
of organizational responsibilities on a current 
basis. 


Determining the Information 
Needed 

The determination of the financial informa- 
tion that is needed by members of manage- 
ment has presented a much more difficult prob- 
lem. The system that has evolved over the 
past few years represents the collective efforts 
of many individuals, both within and without 
the finance organization of the Company. 
Some of the details of the system still need to 
be developed, but the main outlines are clear 
and a major part of the job is completed. 

We began this job by preparing a fairly de- 
tailed analysis of each major factor that had 
a bearing on our ability to realize a reason- 
able return on our invested capital. The list 
included such items as volume of sales realized 
by the industry, Ford Division’s penetration 
of the total market, the mix of products we 
were to produce, changes in design of our 
basic vehicles, direct labor and manufacturing 
overhead performance, and so on. Opposite 
each of the individual factors affecting our 
profit performance, we indicated whether the 
item was subject to our control and, if so, 
to whom in the Ford Division the responsi- 
bility was assigned. Then we set about the 
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task of providing the person who had the end 
responsibility with all the information that 
was deemed necessary to permit him to dis- 
charge that responsibility in a well-informed 
manner. 

It was clear that the principal factor in- 
fluencing the operational planning of the Ford 
Division was the annual introduction of new 
passenger car and truck models. The quality 
of these vehicles, their style, and their cost 
of production is largely determined by de- 
cisions that are made many months prior to 
the time the models are put into production. 
Since the profits of the Ford Division are 
closely tied to the cost, price, and quality 
characteristics of a new model, the control 
system had to be set in motion at the time 
the design of the model was first considered, 
which was three or four years before the model 
entered production. 


Preparing a New Model 

There are three principal phases in the life 
cycle of a particular model. The first is a 
period of preliminary product planning and 
styling in which decisions are made as to the 
size and general appearance of the vehicle 
that is to be produced. This phase ends with 
the preparation of a clay model that is ac- 
ceptable to those responsible for product de- 
velopment. This usually occurs about two 
years prior to model introduction. The second 
phase is characterized by the detailed engi- 
neering of each specific part of the car and the 
development of detailed operating plans by 
each management group in the light of the 
requirements imposed by the new model. The 
third and final phase is the period of actual 
production of the vehicle. 

We have erected our financial system on a 
framework that corresponds with these three 
phases. During the first phase, the period of 
preliminary product planning and styling, we 
work with the members of Ford Division man- 
agement who are responsible for product 
planning, and cooperate with them in estab- 
lishing the probable competitive environment 
in which the vehicle will be sold. On the basis 
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of such an analysis, selling price objectives are 
established along with cost objectives that will 
permit the Division to earn a reasonable re- 
turn on its invested capital. This information 
provides those responsible for product plan- 
ning with a tool for evaluating the acceptabil- 
ity, from a cost point of view, of alternative 
design proposals that are presented to them. 
Also, we prepare periodic profit forecasts which 
are designed to advise the management of the 
Division of the return on investment that will 
probably be realized if one or another of sev- 
eral design alternatives are accepted. As a 
result, the management of the Division is able 
to go about the work of product design with 
a reasonably clear understanding of the effect 
of its decisions on the future profits of the 
Division. 

Changing price levels have made this part 
of our job rather difficult. For comparative 
purposes, we necessarily had to freeze all 
economic considerations so that if we com- 
pared 1951 models with proposed 1952 models, 
or 1954 models, we would be looking at com- 
parable economic levels. This was the only 
way in which we could isolate the pure de- 
sign factor that we were building into our 
vehicles. However, it was no small task to 
erect a system which would permit us to com- 
pare profit forecasts with current actual profits 
and forward product cost estimates with cur- 
rent cost performance and, at the same time, 
keep all these figures internally consistent 
with the rising level of costs. 


Control Over Costs 


The second phase of model development is 
the period in which specific components of the 
vehicle are designed in detail and operating 
plans for the coming model year are devel- 
oped by the various offices of the Division. 
This is a crucial phase in the establishment 
of effective control over the cost of a new 
model. During this period, decisions are made 
which determine a major portion of the cost 
of the vehicle. This is particularly true with 
respect to the cost of component parts. The 
cost of parts purchased from outside vendors 


and from other divisions of the Ford Motor 
Company constitutes more than two-thirds of 
the cost of production of the Ford Division. 
The cost of those component parts will be 
determined by the design of the part as de 
termined by the engineering and product plan- 
ning organizations, and the effectiveness with 
which the Purchasing Office conducts its nego- 
tiations with vendors in establishing purchase 
prices. Our system for control over the cost of 
purchased materials recognizes both of these 
factors. 

With respect to the control of the design 
cost of specific components, we work very 
closely with the Product Planning Depart- 
ment. Cost objectives are established for each 
significant component prior to the time it is 
engineered in detail. Then, as alternative en- 
gineering designs are available, the estimated 
cost of the specific proposal can be compared 
with our established cost objective. In this 
way we are able to identify excess costs in 
the design of specific components. Such excess 
costs can be rectified immediately or can be 
offset by savings in other areas. 


Aid to Purchasing 

The cost designed into specific parts can 
be effectively controlled in the manner de- 
scribed, but the benefits of such control may 
be largely lost unless the significant facts are 
available to the Purchasing Office when they 
negotiate prices with vendors. In order to as- 
sure that the Purchasing Office is fully con- 
versant with the impact of design cost on pur- 
chase prices, we convert our design cost esti- 
mates to purchase prices by adding a profit 
factor that would be appropriate in the par- 
ticular industry. Our design cost estimates are 
based on the estimated costs of a hypothetical 
producer who is assumed to manufacture the 
part efficiently under current industry pro- 
cessing methods. Hence, if we add to this esti- 
mated cost a reasonable profit margin, we have 
the estimated selling price of an efficient pro- 
ducer. Our Purchasing Office has used such 
information with dramatic effectiveness. They 
have literally saved millions of dollars as a re- 
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sult of this detailed analysis of the reason- 
ableness of the prices paid for purchased items. 

During the period of operational planning, 
we also develop budgets for purposes of con- 
trolling items of manufacturing and adminis- 
trative expenses. In addition, just prior to 
model introduction, we present management 
with financial analyses of alternative pricing 
proposals which are developed in the light 
of current information as to the cost and 
profit position of the Ford car and truck. 

In briefest terms, we have, therefore, a sys- 
tem of budgetary controls over each element 
of cost, and have developed reports and an- 
alyses for management use in evaluating the 
financial consequences of their product plan- 
ning and operational planning. Based on such 
information, we prepare, just prior to model 
introduction, a final cost and profit estimate 
or a profit budget which is the final refine- 
ment of previous estimates of the cost and 
profit position of the new model. This estimate 
is expected to be in line with our cost objec- 
tives, and serves as a standard against which 
we can measure variances in our actual per- 
formance during model production. 


The Production Period 


The period of model production is the third 
and final phase in the development of effective 
financial controls. During this period we con- 
tinue to submit to management significant fi- 
nancial information needed in the control of 
operations. For the most part, this takes the 
form of explanations of variances from the 
profit budget or variances from subsidiary 
standards that have been built into the profit 
budget. 

During this period, one of our most im- 
portant points of emphasis is the submission 
to management of timely financial informa- 


tion. It is obvious that the preparation of 


formal financial statements and the submission 
of actual cost information entails time lags 
that are unavoidable. It is difficult for us in 
the Ford Division to ascertain the actual unit 
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cost of production much earlier than the 20th 
of the following month. This is three weeks 
after the month has closed and approximately 
seven weeks after some of the expenses were 
incurred. In order to bridge that time gap, 
we have placed a great deal of emphasis on 
the development of accurate forecasts of 
actual expenses. We have found that by giv- 
ing careful attention to the manner in which 
we build our estimates or forecasts, we can 
predict our actual performance within a rath- 
er small margin of error. Hence, in many cases, 
we are able to take steps to modify unsatis- 
factory performance before it actually hap- 
pens, rather than confining our attention to 
an explanation of unsatisfactory performance 
after it happens. For example, we are cur- 
rently preparing unit cost reports which show 
the estimated cost of producing particular 
models as of the beginning of the month. 
In this way, we are able to determine, with 
a very high degree of accuracy, the cost per- 
formance we will experience before the month 
has even begun. Also on major elements of 
cost, we project our estimates for four months 
into the future so that unsatisfactory condi- 
tions can be identified and corrected on a 
timely basis. 

Development of a financial control system 
that will provide management with significant 
and timely financial information relative to 
the great variety of operating decisions that 
we have discussed, is a problem that must be 
given continuous attention. The initial de- 
velopment of such a system is a major under- 
taking and, hence, there is a risk, at the end 
of the development period, that we may con- 
sider the job finished. However, there is a 
major job to be done in keeping the system 
current, in assuring that the specifics of the 
system are being modified to the needs of a 
changing economic environment, and in satis- 
fying ourselves that the system is kept in tune 
with the current problems and interests of 


management. 
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An analysis of Detroit Workers who 
were unemployed durin 
to exhaust their unem 


1949 long enough 
t benefits 


Unemployment Compensation 
During Prosperity - Some Cases 


N 1949, nearly twenty thousand persons in 
Detroit drew unemployment compensation 
benefits for the maximum length of time—20 
weeks, in most cases. Because 1949 was a rela- 
tively prosperous year, and because these 
people were unemployed so long, the number 
of these people and their case histories are of 
peculiar interest. In a typical week during 
that year, one out of every five workers join- 
ing the unemployment compensation rolls 
continued to draw benefits until he or she 
was no longer eligible. Why, in a period of 
relatively high business activity, were so 
many people unemployed so long? Was it 
because they did not want to work? Were 
they unemployable? Were they just unable 
to find a job? 


Who Exhausted Unemployment 
Compensation in 1949 


Michigan provides unemployment compen- 
sation benefit payments, as do other states, 
to people who lose their jobs through no fault 
of their own and who are otherwise declared 
to be eligible. In 1949 the maximum payment 
to a man or woman without children was $24 


About the author— 

Ronald Johnson is Instructor in Statistics in this 
School. This article summarizes the findings presented 
in his monograph A Study of People Who Have 
Exhausted Unemployment Benefits in an Active 
Labor Market, Michigan Business Report Number 
19, published by the Bureau of Business Research, 
School of Business Administration, University of 
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a week,’ and almost all recipients received 
the maximum. These payments, however, do 
not go on forever. In most cases they are 
limited to 20 weeks (the legal maximum), 
at which time the recipient is said to have 
exhausted his benefits. Furthermore, the re- 
cipient is supposed to be conducting an active 
search while he is drawing benefits. It is 
thought that 20 weeks is plenty of time to 
enable a person willing and able to work to 
find another job. 

In a depression period when jobs are hard 
to find, it would not be surprising for large 
numbers of people in an industrial city to be 
long out of work. But in a relatively prosper- 
ous period it is reasonable to wonder why 
anyone would be unable to find another job, 
and to want to know what kind of worker 
cannot do so. A natural suspicion might be 
that they were not really trying to find em- 
ployment, and that in a sense, unemployment 
compensation may cause unemployment. 

In the main, the answers to the questions 
raised about unemployment compensation 
are reassuring, according to a study conducted 
by the Bureau of Business Research of the 
University of Michigan in cooperation with 
the Michigan Employment Security Commis- 
sion.? A majority of people who used up their 

1 The current maximum is $27. Both in 1949 and 


currently a recipient is entitled to $2 extra for each 


child up to a maximum of $8. 
2 Then called the Michigan Unemployment Com- 
pensation Commission. 
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benefits (commonly called “exhaustees”) were 
both eager and able to wrok. However, as in 
any governmental program adjusted to the 
needs of the typical members of a large group 
of people, there were anomalies because there 
were people on the fringe of the group who 
were not quite typical. It is expected that the 
proportion of these anomalies will be largest 
in a period of relatively high business activity 
for the simple reason that most of the typical 
people for whom unemployment compensa- 
tion was designed will be fully employed. 
Thus it is reassuring to note that the compo- 
sition of the exhaustees in such a period was 
as shown here. However, lest the reader at- 
tempt hastily to evaluate the whole contro- 
versial unemployment compensation program 
in Michigan on the basis of the information 
contained in this article, he should be warned 
that the data presented are very restricted 
in nature. Furthermore, many of the proce- 
dures and definitions used in the University of 
Michigan study may not be adaptable to 
legal-administrative procedure. 

The exhaustees interviewed were clearly 
divided into five distinct types according to 
the eagerness-employability criteria. Con- 
sidered in descending order of eagerness and 
employability, these five types were as fol- 
lows: 


Group I 


A majority (53 per cent*) of the exhaustees 
were employable and eager to work. This 
statement does not imply that all the remain- 
ing respondents are either unwilling to work 
or unemployable. It merely indicates that the 
individuals in this group had a stronger desire 
to work and were more employable than the 
other exhaustees. Since respondents in this 
group were both willing and able to work, it 
was concluded that they were unemployed 

3 This percentage and those that follow are in the 
nature of best estimates and are subject to sampling 
error. For a more complete statistical treatment, see 
Ronald S. Johnson, A Study of People Who Have 
Exhausted Unemployment Benefits in an Active La- 
bor Market, Bureau of Business Research, School of 


— Administration, University of Michigan, 
1951, 
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because of economic conditions; probably the 
slight decline in employment. 

Mr. M is an example‘ of this type of recipi- 
ent. Forty-three years old, he had lived in 
Michigan all his life. He had worked princi- 
pally in unskilled and semi-skilled jobs, al- 
though he had completed two years at an 
engineering college. A few years ago he mar- 
ried a widow with five children and later had 
another child of his own. At the time of the 
interview the family lived on the outskirts 
of the city in a large rented farm house. 

In March, 1949, the distillery where M 
was employed as a helper went out of busi- 
ness. He had worked there for six months at 
$60 a week. M registered for work at the 
Michigan Employment Service when he ap- 
plied for compensation and started looking 
for work on his own. Several nearby plants 
turned him down “because of an ulcer on my 
leg.” He tried to obtain a civil service job and 


“kept hounding” the Michigan Employment 


Service. Almost five months after being laid 
off he drew his last compensation check and 
applied for welfare assistance. The welfare 
department tried to get him a job and finally 
gave him four weeks’ employment in their 
own office at $1 an hour plus bus fare. By 
the middle of October he was on the streets 
again looking for work, this time without 
unemployment compensation. M kept up his 
visits to the Michigan Employment Service 
although this was not required by law, and 
on one occasion was rewarded with a referral 
to a factory job. “It was already filled” when 
he applied. Finally, in January, 1950, he got 
work driving a pick-up truck for a dry clean- 
ing establishment. This job took all his time 
and paid him only $36 a week plus commis- 
sions, which he considered to be insufficient 
for his family of eight. After three months 
he quit. Fortunately, in “making the rounds” 
of companies a few days later he happened 


4A few case histories are included here to show the 
kind of information about the respondents brought 
out in the interview and to illustrate each of the five 
classifications. Attention must be called to the fact 
that there is no such thing as one case typical in 
all respects of the respondents in each classification. 


| 


| 
| 
4 
: 
y 
| 
e | 
t 
| 
9 


to apply at a fence company at the right 
time. He was hired immediately at a salary 
of $50 a week to install fences around homes 
and farms. 

Except for a short period working in the 
welfare office, Mr. M was steadily unemployed 
for nine and a half months. The family had 
no savings. Its income during the period 
amounted to $1,793, principally welfare and 
unemployment compensation. This amounts 
to about $25 per month per person for nine 
months. Inasmuch as most of the period of 
M’s unemployment was in the summer, food 
raised in the garden was some help. 

Mr. M was included in this first group 
because he clearly wanted work, needed work 
to support his family, finally found a job, 
and because the ulcer on his leg was deemed 
to be too small a handicap for him to be con- 
sidered of questionable employability. 


Group II 


A very small group (4 per cent) of ex- 
haustees were young people’, new to the labor 
force, who were not yet accustomed to regu- 
larly earning a living. Young dependents, 
these people did not feel such strong social 
and financial pressures compelling them to 
find employment as did the people in Group I. 
Upon lay-off the members of Group II easily 
slipped back into the dependency status they 
had left such a short time before. A lay-off 
to them was more like an extended summer 
vacation following high school graduation 
than it was the period of severe privation 
suffered by Mr. M in the previous case. How- 
ever, it must not be assumed that these young 
people were unwilling to work. Perhaps 
there was a lack of eagerness on their part, 
but nothing more is implied. 

The fact of their youth signifies not only 
the possibility of a latent dependency, but 
of necessity also implies a lack of experience 
in any particular type of work and perhaps 
a lack of maturity and sense of responsi- 


5 Single people, 19 years old or less, living with 
eir parents, and not depended on by their parents 
for part of the family income. 
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bility. Thus, through no fault of their own, 
they are, as a group, less employable than 
members of Group I. 

Mr. O is an example of one of these 
young dependents. Nineteen years old, he 
lived with his father and mother, who were 
both about fifty. His parents owned their 
home and O’s father had a steady job 
throughout 1949 which paid him about 
$4,000. 

Young O was graduated from high school 
in June, 1948, and after a short vacation 
found a job as a sign painter for $35 a week. 
This first job came as a result of a recom- 
mendation from one of his high school teach- 
ers. It lasted about six months. In February, 
1949, he was laid off “for lack of orders” 
and applied for unemployment compensa- 
tion. On July 16, 1949, his benefits were ex- 
hausted. Two months later O was called back 
to work by his former employer. When he was 
interviewed on March 25, 1950, he was again 
out of work and had been for a week. He 
expected to be recalled in about a month. 

During O’s unemployment he lived at home 
as usual. He registered with the Michigan 
Employment Service for work, as required 
by the Michigan law, but received no refer- 
rals. After exhausting his benefits when 
registration for work was no longer required 
he ceased visiting the Michigan Employ- 
ment Service because he felt that “they 
couldn’t help me in my line of work.” He 
tried to get work from other signpainting 
companies and attributed his lack of success 
to his limited experience. 


Group ITI 


A substantial group (20 per cent) of ex- 
haustees were persons still seeking work, 
who were considered by employers to be un- 
suitable to fill existing job vacancies because 
of some handicap—excessive age in the great 
bulk of cases. This group of claimants was 
classified as still seeking work but of ques- 
tionable employability. It consisted almost 
entirely of men. Most women were either in 
Group I or in Group V to be discussed later. 
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The interviews showed that individuals 
first faced the problem of questionable em- 
ployability at an indeterminate time which 
may come in their late 40’s or early 50’s. 
Over 26 per cent of the men who exhausted 
their benefits were between 50 and 60 years 
old. This was a larger proportion than in any 
other age decade. These people still wanted 
work and were looking for work. They could 
not find it primarily because their age did 
not meet employer specifications. 

Mr. Q is an example of this type of re- 
cipient. A native Detroiter, 50 years old, Q 
had completed only the ninth grade in 
school. He, his sister, and his brother-in-law 
lived in Q’s house which he owned outright. 

Q worked for nine years for one company 
in Detroit as a sheet metal helper, receiving 
$61.50 a week. In July, 1948, he was laid 
off and had been out of work ever since. He 
says of his experiences: “I went everywhere 
looking for work and, just like I was telling 
you, they all think I’m too old. I’ve had it 
tough. When my compensation ran out, I 
had to live on my savings. I’ve got to get 
something soon or it will all be gone. They 
all tell me I’m too old. You know, that 
makes me mad! I’m not too old to pay taxes, 
but they all tell me I’m too old to work. The 
governme:.t ought to do something about it. 
I’m too old to work and too young to die. I 
don’t need a fancy job, just want to make a 
living. I went down to the welfare, but they 
wanted me to sell my house and live on that. 
A man has to take that! Why, I’ve lived 
here for years and paid my taxes. Well, I'll 
go to the Employment Service, but I can’t 


get anything.” 
Group IV 


A small group (5 per cent) of the exhaust- 
ees were not seeking work because employers 
considered them of such questionable employ- 
ability that the claimants believed a search 
for work to be futile. These people were clas- 
sified as no longer seeking work and of ques- 
tionable employability. 

Workers of questionable employability who 
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were not seeking work were a group distinct 
from those who still sought jobs (Group III). 
They were older. Their handicaps (again pri- 
marily age) were more definite. They had so 
little hope of finding jobs that they thought 
a search for work was not worthwhile. These 
older people were resigned to a jobless future. 
They no longer thought of themselves as a 
part of the labor force, although they would 
have been flattered to have an employer tele- 
phone them to come to work. Such an unlikely 
job offer would probably have been accepted. 

Men leave the labor force slowly. They do 
not suddenly become unemployable at any 
particular age. They follow a path out of the 
labor force which takes them through a stage 
of questionable employability. In the early 
part of this stage they still seek work. Later 
they give up hope and regard themselves as 
no longer a part of the labor force. 

Mr. K is an example. Seventy-two years 


old, he lived with his wife and daughter in his 


son-in-law’s home. 

K was a government employee for about 
25 years in Detroit. Sometime after retirement 
he got a job through friends with a firm pro- 
ducing durable household goods. He worked 
as a screw machine operator on a piecework 
basis from 1945 until January, 1949. During 
this period his earnings averaged $55 a week 
except for a 12 week period in 1946 when 
he was laid off. Although K stated, “I’m as 
able to work as you are,” he did not look for 
work following his layoff in January, 1949, 
because “They say I’m too old.” However, 
if the firm where he worked recalled him, he 
would have been glad to return. As of March 
23, 1950, K had been out of work for 14 
months. In addition to the 20 weeks of un- 
employment compensation he drew, he re- 
ceived a pension of $47 a month. Both his 
daughter and son-in-law were employed and 
earned a substantial income, although K did 
not know exactly how much. He and his wife 
lived rent-free in their daughter’s home, and 
got along all right on their reduced income. 
As K put it, “It doesn’t take much to feed 
an old man.” 
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Group V 

A substantial portion (16 per cent) of the 
exhaustees could only be classified as able but 
unwilling to work. This group consisted al- 
most entirely of women* who preferred the 
occupation of housewife to gainful employ- 
ment. These women did not leave their jobs 
voluntarily. They were laid off. However, it 
appears from all the information brought out 
in the interview that the loss of their jobs 
was sufficient stimulus for them to make the 
decision to retire. It cannot be concluded 
that they will never work again. In fact, a 
large proportion of accessions to the labor 
force each month in 1949 were women who 
had been keeping house in the previous 
month. It appears from Bureau of the Cen- 
sus data that women entering the labor force 
from housekeeping tend to be slightly older 
than those leaving the labor force to that occu- 
pation. This is to be expected. The younger 
women left the work force because of their 
domestic responsibilities. It seems likely that 
some of them may return to the labor force 
at some future time when their domestic re- 
sponsibilities have diminished or their major 
source of support has been removed. In gen- 
eral the older women left the labor force be- 
cause their potential incomes were not of 
sufficient importance to the group with whom 
they lived to warrant a search for work. Many 
of these people may go back to work if their 
family circumstances take a turn for the worse. 

In addition to the type of recipient referred 
to above as making up the great bulk of Group 
V cases, there were a very few seasonal work- 
ers also included in this group. These workers 
were all women who were content to be house- 
wives during the slack season. The small num- 
ber of such cases and the absence of men 
among them may perhaps be explained by the 
relatively high level of business activity exist- 
ing at the time. Normally Detroit industry has 
definite seasonal patterns, but it is a common 
phenomenon that these patterns in industry 


6 Twenty-six per cent of women exhaustees were 
in this group. 
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flatten out as capacity is reached. In any 
event, it is interesting to note that during 1949 
seasonal workers did not constitute a signi- 
ficant group among the exhaustees. 

Mrs. B is an example of a nonseasonal 
worker in Group V. Thirty-eight years old, 
she lived with her husband and sixteen-year- 
old daughter in a neat, modern home. Mrs, B 
completed her grade school education in De- 
troit after coming from Tennessee as a child, 
but she never completed high school. 

In September, 1946, she answered an ad- 
vertisement in the newspaper and was em- 
ployed by a tool manufacturer as a punch 
press operator. She worked for this company 
until November, 1948, when it went out of 
business. The shutdown did not come as a 
complete surprise as there had been two pre- 
vious lay-offs during the preceding six months, 
one lasting only a week and a half in May, 
and the other lasting for three months. When 
the permanent shutdown came, Mrs. B re- 
sumed her household duties and did not seek 
work. As a result of her previous lay-offs, she 
had only nine and one-half compensable weeks 
remaining in her benefit year. She collected 
her remaining benefits and exhausted her com- 
pensation on January 8, 1949. 

Mr. B earned $72 a week as a millwright, 
which was sufficient for the family to con- 
tinue living in approximately the same way 
after Mrs. B’s lay-off and to continue saving 
money. During the sixteen-month period in 
which Mrs. B had had no job, the family 
saved $200. 

Mrs. B was placed in this group because 
she stated that she did not want employment 
and had not looked for employment, and be- 
cause all the circumstances surrounding the 
case made it appear highly improbable that 
she will ever again seek work unless there is a 
major change in family fortunes. She had been 
without a job sixteen months when the inter- 
view took place. She was a secondary earner 
in a family which was able to get along very 
well without the income she had been provid- 
ing. If Mrs. B had obtained another job after 
exhausting her benefits and prior to the inter- 
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view, she would have been placed in Group I. 
Several respondents with cases almost iden- 
tical to Mrs. B’s except for the fact that they 
had received jobs prior to the interview were 
so classified, because of a desire on the part 
of the Director of the project to be sure that 
the proportion of people classified in Group V 
would be a minimum estimate. 

It is interesting to note in the case of Mrs. 
B that she could have filed another claim for 
benefits about May 17, 1949, and would have 
been entitled to about ten additional weeks of 
benefits, because she had accumulated four- 
teen credit weeks during the year beginning 
May 17, 1948. Unfortunately for her, she did 
not know that she could do this. 

In conclusion it appears likely that during 
a period such as 1949 when employment is 
relatively high, but declining, a not insignifi- 
cant proportion of claimants (perhaps 20 per 
cent) may be expected to exhaust their bene- 
fits. Most of them will be people genuinely 
seeking work and without any particular 
handicap. It would be erroneous to assume 
that most of the exhaustees do not want to 
work and are either vacationing on the un- 


employment compensation plan or drawing 
terminal leave pay on retirement. 
Unemployment compensation is molded to 
the needs of the large majority of workers— 
men and women between 20 and 50 years old 
who are actively earning a living for them- 
selves and their dependents. In such a pro- 
gram we may expect to find anomalies: 
women retiring from gainful employment, old- 
er men, and a sprinkling of “young depen- 
dents.” The patterns of working life, both for 
men and for women, begin and end with 
transitional periods when the problems faced 
by the unemployed are not those that unem- 
ployment compensation was designed to alle- 
viate. Fluctuating slightly with business con- 
ditions the number of these anomalies can 
be expected to be more stable than the total 
number of exhaustees. Consequently, in a 
period of relatively high employment, such 
as the one studied, we may expect the propor- 


_tion of such cases among the exhaustees to be 


at its highest. It is reassuring to note that the 
composition of the exhaustees in such a period 
of relatively high business activity is no worse 
than that shown here. 


NEW_ STATISTICAL 
HANDBOOK ISSUED 


A basic statistical handbook for business- 
men and economists—particularly useful to 
those currently engaged in defense work—has 
just been published by the U. S. Department 
of Commerce. Entitled Business Statistics, 
1951 Edition, the handbook provides the neces- 
sary data for businessmen who wish to make 
reliable analyses of current business condi- 
tions. 

Every month the Survey of Current Busi- 
ness furnishes 40 pages of monthly business 
Statistics showing the behavior of more than 
2,600 significant business indicators during the 
previous 12 months. In alternate years these 
Statistics are rounded up in revised form to 
provide a consistent record of the past 15 
years, with monthly detail shown for the most 
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recent 3 years. The new handbook is such a 
round-up providing data for the period 1935 
through 1950. 

Business Statistics, 1951 Edition may be 
purchased at $1.50 a copy. “Survey of Cur- 
rent Business” issued monthly may be sub- 
scribed to for $3.25 per year. Orders and re- 
mittances for either publication may be sent 
to Superintendent of Documents, Washington 
25, D.C. 


LATEX RUBBER 

The General Services Administration said it 
will turn back to private industry the exclu- 
sive authority to buy natural liquid latex rub- 
ber as soon as industry uses up Government- 
held stocks of latex. General Services Admini- 
stration buying of other grades of crude nat- 
ural rubber will continue, however. 


. 
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A man who has had first-hand experience 
with profit sharing discusses its problems 


How | Would Introduce a Profit 
Sharing Plan to a Board of Directors 


vere ry FT 


F I were the president of a company that 

had no profit sharing plan, and had decided 
that it was an idea well worth trying, how 
would I go about introducing such a plan to 
the board of directors? This article deals with 
this problem and suggests some answers to 
this question. 

Any idea of installing a profit sharing plan 
would normally begin long before it is intro- 
duced to the board. It should begin first of all 
with the president of the company. Therefore, 
I would be very sure that I had sold myself 
on the soundness of the idea, first of all. This 
doesn’t mean I need to commit myself to any 
particular plan. It does mean that I should 
preoccupy myself with the philosophy of profit 
sharing, and be very sure that I can accept it, 
before wasting my own or anyone else’s time. 

This is not so hard as it sounds, of course. 
A great many companies which have never 
considered profit sharing are now giving a 
Christmas bonus to employees at the end of 
the year. This is profit sharing of a sort, of 
course. The only difficulty is, these companies 
don’t get the results they should from sharing 
profits when they do it in this way. With only 


About the author— 


Mr. Wheeler is President of Pitney-Bowes, Inc., 
of Stamford, Connecticut. This article is adapted 
from an address delivered by Mr. Wheeler before 
the Fourth Annual Conference of the Council of 
Industries, in Detroit, on November 
12, 1951. 
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a slight change in method, it would be per- 
fectly possible to convert the Christmas bonus 
into a bona fide profit sharing plan without 


any great upheaval. 


The Basic Philosophy of 
Profit Sharing 

The need for careful study of the basic 
philosophy of profit sharing remains, however. 
It seems to me that economic wisdom requires 
a broad philosophic understanding on the part 
of businessmen that the whole progress of 
civilization can be measured by the extension 
of more equality of opportunity to indi- 
viduals; that the trend is not only good, but 
absolutely inevitable; that eventually it must 
be world-wide; that our problem is basically 
one of maintaining an orderly rate of improve- 
ment susceptible of digestion without sacrifice 
of the opportunity itself, here or abroad; but 
that in any case the trend will not and cannot 
be denied, particularly in a democracy like 
ours, except by the destruction of democracy 
itself. Socialism is when we leave the further- 
ing of that trend entirely to government, in- 
stead of helping it along ourselves. 

As George Bernard Shaw once said, “We 
must either breed political capacity, or be 
ruined by democracy.” 

To pull this philosophy down out of the 
clouds, let me put it this way. We have in this 
country a growing conflict between labor and 


Michigan Business Kevin 5» 


— 
— 


management—a conflict which is irrational 
anc bitter, and which, if it continues as it has 
every indication of doing, will destroy the 
business system, based on freedom, which we 
now have. Profit sharing is one of the best 
ways I know to bridge the gap between labor 
and management. The establishment of a 
profit sharing plan, if it is done right, will 
create a warm climate of mutual trust in 
which the sort of teamwork we all desire can 
flourish. Profits can gradually be eliminated as 
a basic point of contention between manage- 
ment and labor, and both groups can lend 
themselves to the much more important job 
of working together for the good of the enter- 
prise in which they both have such vital 
stakes. 

I should ask myself some questions: Is the 
sharing of profits with employees basically a 
fair thing? Beyond that, is it a desirable step 
to take in today’s modern industrial society? 
Assuming the fairness of profit sharing, is it 
a risk which the company should take with 
stockholders’ funds? 

If the answer to each of these questions I 
ask myself is “yes”’—and that would be my 
own answer—I would then be ready for the 
next step. But I would make the business of 
arriving at these answers as tough on myself 
as possible. I would not mislead myself, for 
example, with any wishful thinking about the 
results I might expect to obtain overnight, nor 
would I convince myself that present tax rates 
make the idea worth a try because it wouldn’t 
cost the company much. The danger of such 
rationalizations is that employees can make 
them too, and if they suspect I am sharing 
profits solely because I hope to make more for 
the company, or because the Government will 
be paying most of the cost, my plan is likely 
to go down the drain when business conditions 
become tough, and I will have lost the con- 
fidence of my employees at the very moment 
I need it most. 


Research on Different Plans 


The next step—still a preliminary one— 
would be research. I would want to find out 
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about a wide variety of plans, from companies 
of comparable size and makeup. The Council 
of Profit Sharing Industries would offer the 
easiest and best way of getting this informa- 
tion, of course, so I would take out an Asso- 
ciate membership, which entitles me to the 
profit sharing manual, the monthly newsletter 
and the right to consult with other members, 
should their plans and experiences interest me. 

I would also want to find out about the 
possibility of introducing a profit sharing plan 
under the current wage and salary stabiliza- 
tion regulations. At the present it is not clear 
that new cash plans can be established. If 


your plan is a deferred one, however, you are 


much more likely to obtain government ap- 
proval. 

I think it quite likely that a plan devised to 
pay all or part in cash at some later normal 
date, by holding any cash payments in trust 
now until after controls are lifted, might be 
accepted. If you were turning a year-end 
Christmas bonus into a profit sharing plan, 
I also think you might obtain approval, pro- 
vided your cash payments for the time being 
did not exceed in amount or percentage of 
salary or wage what you have been previously 
paying annually. The plan might hold any 
excess over previous payments in trust until 
after controls are lifted. 

I can only suggest on this score that you 
get up an outline of your plan, and then go 
down to Washington and discuss it. But bear 
in mind that the wage and salary stabilization 
people must not permit compensation ceilings 
to be broken through by plans devised for 
that purpose. 

It’s an undeniable fact that with the high 
taxes prevailing today, a good opportunity is 
presented to start a plan based on operating 
profits before taxes which will not risk too 
much in net profits. 

As a practical matter, the best times to sell 
a board on adopting a plan are probably, first, 
one such as we are now experiencing, and, 
second, a period of very low profits, or even a 
loss, when there is everything to gain and not 
much to lose. 
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Introducing the Subject 
to the Board 
In introducing the subject of profit sharing 
to my board, I would review the experiences 
of a few companies I knew about, pointing out 


the increased teamwork, productivity, and . 


profits which had resulted in these firms. I 
would reassure them that while the idea 
seemed good to me, I honestly didn’t 
know whether it would be practical or feasible 
for our company. With their permission, I’d 
like to study the idea objectively, get more 
facts, and report back to them. 

Most boards would go along with such a 
cautious proposal, it seems to me. I certainly 
would avoid, if possible, any arguments over 
details. I would want to appear as dispassion- 
ate and objective as possible, in order not to 
arouse any resistance at this early stage. This 
would not make me dishonest, I think, because 
while I. myself would be convinced of the 
soundness of the idea, I would not actually 
know if a plan could be worked out which 
would suit our particular circumstances. 

After I had studied other plans, and arrived 
at some notion of the type of plan which 
would work best for my company, I would be 
ready to go back to the directors. 

I don’t believe I would have all details of 
the proposed plan worked out on paper, how- 
ever. I’d want to leave some of these to be 
worked out with the board, since none of us 
likes to be presented with a proposal com- 
plete to the last detail. And incidentally that 
goes for employees as well. They most certain- 
ly should be consulted before any plan is 
finalized. They should participate, to some 
extent at least, in its formulation. But we have 
reached the point now at which the real selling 
begins—with the directors. 

And how we go about it, of course, would 
depend on the sort of profit sharing plan we 
had designed. Let’s assume for the moment 
that it is a cash plan—that is, it would pay 
employees cash amouats out of profits, either 
by some formula giving them a percentage of 
the profits, or by the determination of the 
directors. 


Estimating Costs and Gains 

I would begin with the practical aspects of 
the plan. In other words, what’s it going to 
cost us and what might we expect in return, 
I would do this not because I think directors 
are incapable of being high-minded and mak- 
ing decisions that are unaffected by a short- 
range, money-grubbing outlook; this is a 
myth. But, I would begin on practical ground 
because profit sharing must be practical, as 
well as ethical, and the practical approach, 
frankly, is one which meets less resistance, on 
the average. 

Let us suppose I am a manufacturer whose 
income dollar in normal prosperous years is 
about as follows: 50 cents for wages and sal- 
aries, 43 cents for all other expenses, includ- 
ing taxes, leaving 7 cents profit, out of which 
4 cents is paid in dividends. A profit sharing 
payment of 5 per cent on the 50 cents of wage 
and salary content would mean 2% cents— 
about one third of the profit and better than 
half the 4-cent dividend distribution; yet it is 
only a small percentage of total compensation 
to employees. The 2)4 cents would actually 
cost, out of net profits, only about 14 cents 
after allowing for taxes in a normal year— 
say, one of the years just after the war— 
and far less now. 

But would it cost anything out of net 
profits? I don’t think so. The 1% cents is 
merely an increase in an actual cost. A 5 per 
cent offsetting gain in efficiency or produc- 
tivity should not be hard to obtain, with in- 
creased employee participating interest. If 
properly handled and explained, profit shar- 
ing can easily result in at least 10 per cent 
increased efficiency, and thus a gain of 1% 
cents in net profit out of each dollar of in- 
come. Thus employees would be receiving 5 
per cent, and the company would be making 
20 per cent more net profit—not a bad result 
for stockholders. 

Actually, of course, it shouldn’t be a diffi- 
cult thing to prove in a profit sharing plan to 
the satisfaction of a board of directors, even 
if they are conservative. A profit sharing plan 
which would add about 5 per cent to com- 
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pensation should not take anything out of 
profits, but actually should add to them. 
Measuring the Results 

It is difficult, of course, to measure the re- 
sults of a plan exactly. Many extraneous fac- 
tors enter in, but the burden of proof is over- 
whelmingly on the side of profit sharing plans 
more than carrying their own weight. On the 
score of increased efficiency the possibilities in 
small plants are really tremendous, as the 
record of profit sharing clearing shows. In 
larger plants, with many thousands of em- 
ployees, it may be difficult to get the same 
degree of interest and teamplay as in the 
small, but nonetheless the plans in the larger 
plants do carry themselves as proved by such 
large industries as Sears Roebuck and Procter 
& Gamble. 

In our own plant, for example, our pro- 
ductivity has increased more than 40 per cent 
since 1939. This is not entirely due to profit 
sharing, of course, but the fact that we have 
profit sharing enables us to gain the confidence 
and respect of our employees, and, with other 
industrial relations practices, has enabled us 
to increase our efficiency by this percentage. 
I should add, of course, that part of this in- 
creasec productivity is the result of better 
machines and methods, but there still remains 
a large part which is directly due to increased 
human efficiency, and the credit for that goes 
to the employees themselves. 


A Means of Economic Education 


The next point I would make to the direc- 
tors involves economic education. All busi- 
nessmen, directors or managers, are concerned 
today with the fact that employees do not un- 
derstand our economic system. I would hasten 
to make the point that profit sharing is the 
most effective, fool-proof means of economic 
education ever devised. It is real employee 
education—education through self interest, 
through participation. 

I would tell the directors that the proposed 
plan would pay employees dividends current 
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or deferred, or both, just like stockholders. I 
would assure them that I would write quarter- 
ly letters to them, as jobholders, explaining 
how we’ve done financially in the last quarter, 
and what our performance means to all of us, 
just as I write quarterly letters to stockhold- 
ers. I would teu them that I planned to hold 
annual jobholder meetings for employees, just 
as we hold annual stockholder meetings. 

I would insist that unless our employees 
were given some real stake in the business— 
over and above their regular wages and sal- 
aries—-it would be unrealistic of us to expect 
their best interest in our efficiency, productiv- 
ity, and last but not least, our profits. 

I would conclude with what is certainly the 
most significant point of all. And that is simp- 
ly this: I am absolutely convinced that we 
have only scratched the surface when it comes 
to releasing productive human energy in busi- 
ness and industry. We are a very wise people, 
technologically. Psychologically — that is, 
where the mind and the heart are concerned— 
we are ‘*:ll children. There are companies 
within this Council which have recorded un- 
believable cooperative productive effort—un- 
believable to one who has not actually experi- 
enced it. Profit sharing is certainly no sure- 
fire means of releasing this amazing energy, 
but I am convinced it is a basic step along the 
way. 


The Risk Is Justified 
by the Evidence 

This would lead me to my final point. Profit 
sharing is a risk. I would admit it frankly. 
There can be no positive assurance in advance 
that it will create more profits, cut costs, etc. 
It must be entered into with faith, and our 
motives must be that it is right to share 
profits—an inevitable adjustment in the classic 
system of enterprise which we know to be the 
best yet devised for creating wealth. 

BUT, I would insist that if we do have the 
necessary faith in our employees and ourselves 
to take this risk, there is every evidence we all 
will benefit in the long run. 
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hey factors for the new year. 


A summary and an analysis of recent developments 
in the American economy, and a projection of 


The 1952 Business Outlook 


S year inherits a collection of contradic- 

tions from its predecessor. In 1951 things 

happened which were supposed to be impos- 
sible. But they did. 

It was a year during which the rate of gov- 
ernment spending increased more than $25 
billion. Yet the wholesale price index declined 
by 7 percentage points. Moreover, the index 
of sensitive prices declined from 400 to 328. 

It was a year in which the output of many 
civilian “hard goods” had to be cut substan- 
tially to make room for the expanding defense 
program. Yet some auto and appliance sales- 
men were having to wear down their finger- 
nails looking for customers. 

It was a year in which consumers were ex- 
pected to buy avidly because of prospective 
unavailability of goods and inflation, both of 
which received virtually a daily commercial 
from Washington warnings and pronounce- 
ments. Yet in virtually no post-war year had 
the consumer treated his income dollars with 
more respect. While consumers normally save 
about 5 per cent of their incomes after taxes, 
during much of 1951 the figure was nearer 10 
per cent. 

Thus the consumer, as he has occasionally 
done before, confounded the experts and made 
hash of many predictions for 1951 made a 


year ago. 


About the author— 
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It would be very comforting if we could 
thus dismiss this whole matter of forecasting 
by saying that obviously it is impossible, and 
1951 provides another vivid and conclusive 
demonstration of its impossibility. But the 
state of general business activity powerfully 
influences the plans and operations of a busi- 
ness. Consequently, we cannot avoid some 
speculation about the future just because it is 
not easy to do. In fact, important business 
decisions are largely important to the extent 
that they involve judgments about the future. 
Mere current operations can be left to good 
salesmen and clerks and supervisors. Whether 
to buy heavily or lightly for the spring sea- 
son, or whether to build a new building—on 
these questions, however, the boss or Board of 
Directors comes into the picture. 

Our gross national product in 1951 was 
$325 billion. This was the value of all of the 
goods and services which the American econ- 
omy produced and sold in that year. It was 


about 15 per cent more than 1950’s $283 bil- 


lion, about half of the rise coming from higher 
prices and the other half a rise in real output. 
Consumer demand took $204 billion of this 
output off the market. We spent another $57 
billion on new plants and store buildings, ma- 
chinery and equipment, and new houses. These 
capital outlays, in other words, represent the 
extent to which we were building up our stock 
of productive wealth. And we spent $64 billion 
collectively through government purchases of 
goods and services, about $33 billion of which 
was for defense. 
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GROSS NATIONAL PRODUCT 


(In billion dollars) 
1950 1951 
Consumer expenditures .......... $194 $204 
Capital outlays $7 
Net export surplus .............. —2 —1 
Government purchases .......... 43 64 
Gross National Product ..... $283 $324e 


What about the outlook for 1952? That is 
the question with which this article is con- 
cerned. One thing is clear. What 1952’s gross 
national product will be depends on the aggre- 
gate amount which will be spent on goods and 
services. Thus our question becomes: What 
will be the various demands placed on the 
American economy in 1952 by: 

1. Consumers for current consumption; 

2. Capita! outlays by businesses and con- 

sumers for new buildings, machinery, 
and new houses; 


3. Net export surplus—the extent to which — 


foreign purchases from us exceed their 
sales to us; 
4. Government purchases. 
Since the third item is likely to be of negli- 
gible size, we can concentrate on the remain- 
ing three items. Because of its peculiar signi- 
ficance for next year, it may be useful to begin 
with a consideration of government expendi- 
tures. 


Government Purchases 


In 1951 federal, state, and local govern- 
ments absorbed about $64 billion of our cur- 
rent production. This was in a sense a measure 
of our collectivised spending in 1951. In the 
quarter just ended, this was running at an 
annual rate of about $73 billion, reflecting the 
rapid rise throughout 1951. 

- One of the very critical questions about 
1952 has to do with the level which govern- 
ment demands on our productive capacity will 
achieve. Obviously no completely firm answer 
can be given. A great deal depends on the 
international situation. If full war were to 
break out, Federal expenditures would move 
rapidly toward about $175 billion per year. 
If world tensions should really ease, it might 
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be difficult to maintain support for even the 
present planned levels. 

We do have some official bench-marks. In 
its Midyear Economic Report the Council of 
Economic Advisers indicated that defense 
spending would amount to almost $65 billion 
in 1952. This would mean total government 
expenditures on goods and services of all types 
of about $90 billion, $27 billion above 1951. 

More recently a report issued by the Joint 
Congressional Committee on the Economic 
Report suggested a somewhat similar though 
slightly smaller amount.’ Federal budget ex- 
penditures for 1952 are indicated to be around 
$78 billion. State and local spending would 
bring this figure on up to about $100 billlion. 
About $12-14 billion of Federal budgetary 
outlays this year will be for “transfer pay- 
ments” such as veterans’ benefits and interest 
on the debt which will not directly represent 
government spending on goods and services 
(though they may enlarge private demands). 
Thus total government purchases of goods and 
services, as indicated by the Joint Commit- 
tee’s data, will be $86-88 billion. 

Recently there have been indications that 
requests for defense purposes might be further 
enlarged to finance additional expansion of 
the Air Force and more rapid equipping of 
the Eurcpean sector under General Eisenhower. 
This month the President in his Budget Mes- 
sage will presumably throw more light on this 
matter. We can, however, expect that apart 
from any drastic change in the international 
situation government demancs on our produc- 
tive capacity will ris« from about $63 billion 
last year to around $90 billion or slightly less 
this year. 

Capital Outlays 
Demands placed on our economy by capital | 


outlays consist of four items: residential con- — 


struction; other construction; outlays for new 
machinery and equipment; and additions to 


1“Tnflation Still a Danger.” Report of the Joint 
Committee on the Economic Report, 82d Congress, 
1st Session, Senate Report 644, 1951, p. 36. 
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‘inventories. The prospects for each of these 
must be examined separately. 

1. Residential construction. For the first 
year since 1948, we shall apparently build 
less than one million homes. Estimates at the 
present time range from 850,000 down to some 
pessimistic predictions as low as 600,000. 
Moreover, new homes built this year are ex- 
pected to average somewhat smaller, which 
will reduce further the dollar amount of con- 
struction activity. For this prospective decline, 
three important reasons are usually given. 

First, we are moving into a period when the 
number of new families formed will drop. This 
for obvious reasons. For the next few years 
new families will be formed largely out of 
babies born during the prewar depression. And 
those were years when the baby crop was 
small. The 1950 census revealed this in a 
striking manner. In 1950 there were 23.9 mil- 
lion in the age group from 15 to 24 years, a 
decline of 8 per cent from 1950 even though 
total population was 19 million larger. The 
truth of the matter is we are running a bit 
short on marriage material. The age bracket 
mentioned earlier represents only 14.6 per cent 
of the population now compared with 18.2 per 
cent a decade ago. The draft will also delay 
the permanent establishment of many new 
families. These will be factors tending to soften 
home building. 

Second, financing is not apt to be quite so 
‘easy as in much of the postwar period. There 
are a number of reasons. Regulation X will be 
something of a damper, particularly for larger- 
home building. Heavier taxes reduce corre- 
spondingly the size of the monthly mortgage 
payment families can carry. And the tax bite 
is relatively severe for those families whose 
incomes make them otherwise more readily 
eligible new-house buyers. Mortgage money 
will probably not be so easily obtained as in 
much of the postwar period. Financing will, 
however, in all probability be somewhat easier 
than in 1951. Last year financial institutions 
had to cut back new lending substantially be- 
cause of an excessive amount of commitments 
to lend made in late 1950 and early 1951. 


Consequently, new mortgage money was hard 
to come by during the great part of last year, 
Residential construction outlays are, of 


course, quite sensitive to financing terms, | 


Monthly payments must be kept to a reason- 
able relationship with income. And any ten- 
dency for required down payments to be raised 
cuts those potential buyers out of the market 
who are unable or unwilling to meet such 
terms. 

' Moreover, in the middle income ranges 
liquid assets are substantially smaller than in 
the earlier postwar years, as the table sug- 
gests. And thus the residential construction 
market is more sensitive to developments men- 
tioned above than would have been true a few 
years ago. For example, in 1950 only 22 per 
cent of families with incomes of $3-5,000 had 
at least $2,000 in liquid assets, compared with 
32 per cent in 1947. The figures were 51 per 
cent and 68 per cent respectively for families 
with incomes of at least $5,000. 


PERCENTAGE OF FAMILIES IN INCOME 
GROUPS WITH INDICATED HOLDINGS 
OF LIQUID ASSETS 


Families with 


Liquid Asset $3 ,000-$5,000 Income of 
Holdings Income Families $5,000 or more 


1947, 1951 1947 1951 


None ........... 10% 19% ..% 4% 
$1-$499 ........ 24 37 10 22 
$500-$1,999 .. 34 27 22 29 
$2,000 — $4,999 . 24 12 27 22 
$5,000 and over 5 41 23 
100% 100% 100% 100% 


Source: Board of Governors of the Federal Reserve 
System. 


Third, construction costs are high relative 
to prices in general. This point is important 
as we move into an era when the residential 
construction industry must depend more on a 
replacement market. The industry must now 
begin to think about how to persuade an al- 
ready fairly well-housed family that it needs a 
better house, rather than the easier task of 
building houses to meet the demands of the 
postwar period’s automatic markets. How easy 
this job will be depends on how attractive a 


product the industry can offer and how well it . 
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can compete with other demands for the con- 
sumers’ dollar. 

. The plain truth is that new houses have 
been costing more and more relative to things 
in general. The following table is instructive 
on that point. It shows a series of years in 
which the general price level as measured by 
the wholesale price index was roughly the 
same. Yet by the latter part of the period 
construction costs had doubled. One of the 
very important matters facing this industry is 
how to meet the very evident problem that 
their product has become more and more dis- 
advantageously priced relative to things in 
general. 


INDEXES OF WHOLESALE PRICES 
AND CONSTRUCTION COSTS 


Boeckh’s Construction 


Year Wholesale Prices Cost Index 
(1926 = 100) (1926-29 = 100) 

1916 85.5 59.8 

1930 86.4 102.5 

1937 86.3 98.0 

1941 87.3 114.8 


Source: Wholesale Prices—Bureau of Labor Statis- 
a. Construction Costs—Boeckh’s Average for 20 


2. Other construction. It seems likely now 
that commercial and industrial construction 
outlays also are apt to fall moderately below 
1951. Some projects will be casualties of regu- 
lations designed to steer materials into “essen- 
tial” uses. More difficult financing will play 
its part in restraining a “go-ahead” signal in 
some cases. Heavy business income taxes make 
financing out of retained earnings more diffi- 
cult. Apart from this, however, there is some 
tendency in many lines of business to feel that 
capacity has pretty well caught up. Further 
capital outlays should accordingly be concen- 
trated more on new and better machinery and 
less on new buildings and construction. 

This seems to be reflected in data for con- 
struction contracts awarded, which were show- 
ing more than seasonal weaknesses in the lat- 
ter part of 1951.2 


? This is best seen in the Federal Reserve Chart- 
book which presents these data on a seasonally ad- 
justed basis. 
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On the other hand, two considerations sug-. 
gest a sizeable volume of nonresidential pri-| 
vate construction this year. First, the carry- 
over of projects from last year is large and 
will sustain activity at high levels into 1952. 
Second, the need to continue expansion of 
capacity in lines closely related to the de- 
fense program should continue in substantial 
volume. While these cross currents in the com- 
mercial and industrial construction outlook 
make a net appraisal difficult te make, it 
would seem unrealistic to expect the present 
high level of commercial and industrial con- 
struction to continue through the year. - 

3. Outlays for machinery and equipment. 
Traditionally these outlays have accounted for 
a little over 8 per cent of gross national prod- 
uct in reasonably good years. For 1951 pre- 
liminary data indicate the figure was about 
8.2 per cent. For 1950 the figure was 7.96 per 
cent. 

_ Here again there are more than the ordinary 
cross currents. Demands of “nondefense”’ busi- 
nesses for machinery and equipment will ap- 
parently be less this year. In some lines busi- 
nessmen feel that demand for their products 
does not seem heavy enough to justify a con- 
tinuation of the recently large volume of heavy 
outlays. Moreover, many “unessential” busi- 
nesses will find getting deliveries virtually im- 
possible even if they were otherwise inclined 
to go ahead. 

On the other hand, backlogs are large. De-/ 
fense demands should keep these producers 
quite fully occupied well along into 1952, and 
perhaps throughout the year. It would seem. 
reasonable to expect, therefore, that these out- 
lays should maintain their position at around 
8 per cent of gross national product through- 
out this year. 

4. Additions to inventories. This is tradi- 
tionally one of the more volatile elements in 
the business situation. In late 1950 it was 
substantial because businesses were trying to 
build up inventories because of shortages. In 
1951 it was large because customer demand 
proved to be unexpectedly weak and deliveries 
continued in unexpectedly heavy volume. 
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| It is doubtful if inventories will build up 
much more in 1952. After last year’s inventory 
congestion, business men are understandably a 
bit cautious. Moreover, present inventories 
can service a somewhat larger volume of sales. 
Though stocks were worked down in many 
lines by the year-end, inventories are still 
ample in most lines. Moreover, additions to 
inventories would have to be financed largely 
by credit, and bank credit expansion for such 
purposes, at least currently, is frowned upon. 

Real prospects of shortages might touch off 
another wave of attempted inventory accu- 
mulation. But short production and heavy 
consumer demand would then make any sub- 
stantial build-up unlikely. 


Consumer Spending 

It was the consumer who confounded the 
experts in 1951 by saving a much larger per- 
centage of his income after taxes than pre- 
vious experience would have seemed reason- 
able. What will he do this year? 

In all probability, consumer expenditures 
will account for about the same share of gross 
national product as in the latter part of last 
year (about 62 per cent). It is true that the 
tendency of consumers to save wili be less 
pronounced than in 1951. For this there are 
three reasons. Increased taxes will come partly 
out of savings as families try to defend their 
standard of living. Some 1951 buying, particu- 
larly of hard goods, got bought in the scare 
buying episode of 1950. And some of 1950’s 
saving was, therefore, done in 1951. This con- 
gestion, however, should be wearing out with 
consumer buying habits reverting to more 
normal patterns. 

Moreover, Regulations W and X undoubt- 
edly have had some tendency to enlarge sav- 
ings by making borrowing more difficult. Their 
effects tend to wear off, however, since this 
enforced prudence sweetens up the consum- 
er’s balance sheet and ultimately makes him 
eligible. and able to meet the stiffer credit 
terms. Thus if Regulations W and X are to 
continue to exert a constant constraint on 
spending they will probably need further oc- 
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casional tightening. The Congressional direc. , 
tive of last year that terms be relaxed mod- 
erately does not suggest that this progressive 
tightening is likely to occur. 

For these reasons consumer spending rela- 
tive to income (after taxes) should tend to 
rise moderately. 

Largely offsetting this, however, is the fact 
that with the substantially higher personal 
and business income taxes, consumers will have 
left over for spending or saving a substanti- 
ally smaller share of the national income. 
These are not small figures. In fact, had it not 
been for these 1950-51 tax increases, con- 
sumers would have available to spend this year 
about $10 billion more than they will now find 
in their pay envelopes. 


The Complete Picture 


It may be worthwhile at this point to see if 
we can put these comments on the outlook for 
various pieces of the economy together into 
one picture. The accompanying table presents 
the results. 


GROSS NATIONAL PRODUCT 
(In billion dollars) 


1951 1952 
Consumer expenditures ............. $204 $207 
Capital Outlays 57 43 
Residential construction ......... 11 8 
Other construction .............. 11 10 
Machinery and equipment pur- 
Additions to inventory .......... 8 - 
Net export surplus ................. —1 
Government purchases ............. 64 87 
Total Gross National Product .. $324 $337 
Capacity output ................ $325 $349 


Just how much significance do these figures 
possess? As precise estimates, very little. There 
are too many imponderables to make any pre- 
cise prediction of things to come very realistic 
or useful. The magnitude of the war effort may 
change..Changes in government policies which 
cannot now be foreseen cah be a major in- 
fluence—e.g. easy mortgage money might be 
voted to shore up residential construction. 
Something may occur to touch off an unfore- 
seen. change jn the pace of consumer spend- 
ing, as occurred in the latter part of 1950. 


Michigan Business Rents 


t 

t 

t 

ir 

li 

ti 

| ja 

| b 

la 
ne 
th 
is 
sit 
is 
we 

bu 
th 

fol 

col 

od 

it 

col 

ser 

uct 

an 

19; 

Of 


| 


Putting the results of this analysis into a 
table of figures may be useful, however, to 
give a general impression of the size order of 
the magnitude of economic forces which seem 
to be shaping up for this year. If they are 
‘reasonably realistic, a few general conclusions 
‘seem worth stating. 

1. If the government spends about $85 bil- 
lion this year, or slightly more, and consumers 
take about the same proportion of our output 

/as last year, the gross national product should 
be moderately higher than in 1951. 

2. The rise in government spending, how- 
ever, will largely be neutralized by declines in 
capital outlays, and relatively light consumer 
spending because of increased taxes and Regu- 
lation W. 

'»3. The rise in gross national product does 
not now look as if it will be any larger than 
the increase in our productive capacity. This 
is perhaps one of the more significant conclu- 
sions of the analysis. What it probably means 
is this. This will be a year of delicate balance 
in the economic picture. Price and market 
weaknesses might touch off scattered inventory 
liquidations with the result that the volume of 
business activity would rise little in spite of 


the considerable rise in defense spending. On 
the other hand, if defense spending were to 
rise by much more than is now projected, the 
result might well be a resumption of some 
inflationary pressures. 

on whether the consumer will be satisfied with 
only a moderate increase in spending—an in- 
crease somewhat smaller than would typically 
occur in view of the prospective rise in con- 
sumer incomes. One of the important economic 
facts of life in America is that consumers are 
so well-fixed they are not compelled to spend 
up to the limit of their income. They can 
spend much short of that, as in 1951. On the 
other hand, they have reserves of cash and 
credit to finance a considerable stepping up 
of spending if they desire, as occurred imme- 
diately after Korea. We could not take much 
of an upsurge of consumer spending this year 
without renewing inflationary pressures. 

4, One thing seems clear. Those heavy capi- 
tal outlays of recent years, by so substantially 
expanding the size of our economy, may yet 
turn out to have been the ultimate military 
defense and price stabilizer in 1952.) : 
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1951 NATIONAL 
INCOME SUPPLEMENT 


The 1951 National Income Supplement to 
the Survey of Current Business meets the need 
for a detailed discussion of U. S. national in- 
come statistics and of the sources and meth- 
ods of national income estimation. In addition, 
it contains a review of changes in national in- 
come and product since 1929, illustrated by a 
series of charts; a series on gross national prod- 
uct in constant dollars for the years 1929-50; 
and a complete set of statistical tables for 
1929-50. 

All the national income statistics of the 
Office of Business Economics, with the excep- 
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tion of the annual series on State income pay- 
ments, are contained in one 216-page book. 
The present volume will serve as a compre- 
hensive base book superseding all previously 
published series, and the figures will be 
brought up to date in the monthly Survey of 
Current Business. 1951 National Income Sup- 
plement, $1.00. May be ordered from Superin- 
tendent of Documents, Washington 25, D.C. 


FOUNDRY _ JOBS 


Foundry jobs have been rising ever since 
1949, the Bureau of Labor Statistics reported, 
after surveying employment trends in the 
nation’s iron and steel foundries. Employment 
reached 284,700 in June, said the Bureau. 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Bank deb | 
its display irregular and weak trends reflecting sluggish consumer markets nationally and local re | ~ 
adjustments in production. 


2000 
MICHIGAN BANK DEBITS 
12 CITIES — LOWER PENINSULA 
( ADJUSTED FOR SEASONAL VARIATION ) 


MILLIONS OF DOLLARS 


20 
MICHIGAN BANK DEBITS ) 
12 CITIES — UPPER PENINSULA ‘a 

‘ ( ADJUSTED FOR SEASONAL VARIATION ) Mg 


1945 1946 1947 1948 1949 1950 1951 


MILLIONS OF DOLLARS 12 
3000 4 
tt 
UPPER PENINSULA BANK DEBITS—No significant change was evident in the level of activity | 
for the Upper Peninsula. 
Michigan Business 
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_ AMPLOYMENT-—Fer three consecutive months employment fell below the tt year but was 
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Recent Publications 


By the BUREAU OF BUSINESS RESEARCH 4 


Wilford J. Eiteman, PhD, and Charles N. Davison, PhD. 
This attempts to the question, 

and what ances, should'a 

REPORT NO. 20 lease rather than purchase land, buildings, and ma- 


108 pages cloth bound | price $2.50 
A STUDY OF PEOPLE WHO HAVE EXHAUSTED UNEM- 
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